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The Securities and Exchange Commission today made public an opinion of 
its Chief Accountant in its Accounting Series relative to the disclosure to 
be given to certain types of provisions and conditions that limit the avail-
ability of surplus for dividend purposes. The opinion describes some of the 
more common restrictions of this kind and outlines the necessary disclosure in 
financial statements filed with the Commission. 
The opinion, prepared by William W. Werntz, Chief Accountant, follows! 
"Inquiry has been made from time to time as to the necessity of disclos-
ing, in financial statements filed with the Commission, provisions and condi-
tions which in the particular case materially limit the availability of sur-
plus for dividend purposes. The following are characteristic situations: 
"1. Treasury stock has been acquired, 
"2. Dividend arrearages exist on cumulative preferred stock. 
"3. The preference of preferred shares upon involuntary liquidation ex-
ceeds the par or stated value 1/ of such shares, 
"4, The provisions of a trust indenture or loan agreement permit divi-
dends on common or preferred stock to be paid only from earnings ac-
cumulated subsequent to a specified date or if surplus exceeds a 
certain amount. 
"5. The provisions of a trust indenture or loan agreement prohibit the 
payment of dividends when such payment would reduce the margin of 
current assets over current liabilities below a stated minimum, 
"6. The articles of incorporation require that an amount equivalent to a 
certain percentage of the par value of the greatest number of prefer-
red shares outstanding at any one time is to be set aside semi-annu-
ally out of surplus or net profit before dividends may be paid on 
common stock. 
"7. A loan agreement provides that dividends may only be paid after se-
curing the consent of the lender. 
"8. An order or requirement of a regulatory agency having jurisdiction 
limits the right to declare or pay dividends. 
1/ Cf. Rule 3-18 (d) (3) of Regulation S-X, and also Accounting Series Re-
lease No. 9 which requires that in most cases an opinion of counsel be 
given as to whether this condition constitutes a restriction on surplus. 
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"In my opinion, generally accepted and sound accounting practice re-
quires the disclosure of these and similar restrictions on surplus. 2/ 
Otherwise, an erroneous impression is likely to be liven the reader of the 
financial statements. Since Rule 3-06 of Regulation S-X provides that 
"'The information required with respect to any statement shall be 
furnished as a minimum requirement to which shall be added such 
further material information as is necessary to make the required 
statements, in light of the circumstances under which they are 
made, not misleading,' 
it is clear that in all statements filed with the Commission appropriate dis-
closure of material restrictions on surplus should be made. 
"Minimum disclosure, in my opinion, would consist of a description of 
the restriction, indicating briefly its source, its pertinent provisions, 
and, where appropriate and determinable, the amount of the surplus so re-
stricted. Such disclosure should be made either in a note to the balance 
sheet or in an appropriate place in the surplus section of the balance sheet. 
Also, any statement of surplus, such as is prescribed in Rule 11-02 of Reg-
ulation S-X, should contain similar information or should refer to the dis-
closure made in the balance sheet. Since the declaration and payment of di-
vidends depends on many factors, other than the mere absence of restrictions 
of the type under discussion, disclosure pursuant to the above requirements 
should not be made in such a way as improperly to leave an inference that di-
vidends will or may necessarily be declared from surplus in excess of the re-
strictions noted." 
—oOo--
2/ Cf. American Institute of Accountants, Examination of Financial State-
ments (1936), p. 29. 
